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1. INTRODUCTION AND SUMMARY

As the variety and number of parties filing comments on the Second NPRM

in this proceeding! demonstrate, competition in the local exchange marketplace has

arrived and is increasing rapidly.2 Numerous commentors in this round either did

I
In the Matter of Price Cap Performance Review for Local Exchange Carriers. Treatment of Opera-

tor Services Under Price Cap Regulation. Revisions to Price Cap Rules for AT&T, CC Docket Nos. 94
1,93-124,93-197, Second Further Notice of Proposed Rulemaking in CC Docket No. 94-1. Further
Notice of Proposed Rulemaking in CC Docket No. 93-124. and Second Further Notice of Proposed
Rulemaking in CC Docket No. 93-197, FCC 95-393, reI. Sep. 20,1995 ("Second NPRM"). See also
Order on Motion for Extension of Time, DA 95-2340, reI. Nov. 13. 1995.

2
Comments were filed by Ad Hoc Telecommunications Users Committee; Ameritech; Association for

Local Telecommunications Services ("ALTS"); AT&T Corp. ("AT&T"); Bell Atlantic Telephone Com
panies; BellSouth Telecommunications, Inc.; California Cable Television Association; Cincinnati Bell
Telephone Company; Comcast Corporation ("Comcast"); Competitive Telecommunications Associa
tion ("CompTel"); Cox Enterprises, Inc. ("Cox"); General Services Administration ("GSA"); GTE
Service Corporation; ICG Access Services, Inc.; Information Industry Association; LCI International,
Inc.; WorldCom, Inc., d/b/a LDDS WorldCom; MCI Telecommunications Corporation ("MCI"); MFS
Communications Company, Inc. ("MFS"); National Cable Television Association, Inc. ("NCTA"); New
York State Department of Public Service; NYNEX Telephone Companies; Pacific Bell and Nevada
Bell; Southern New England Telephone Company; Southwestern Bell Telephone Company; Sprint



not exist when price caps were implemented in 1990 or did not care. They obviously

care now. As expected in a competitive proceeding, the comments are polarized.

The price cap local exchange carriers ("LEC") strongly support access reform and

pricing flexibility measures which would allow them to compete on an equal basis in

the marketplace; the new entrants -- including some that are not so new to the

telecommunications marketplace -- strongly oppose such freedoms. No stronger

case could be made that competition has arrived than through a review of the

vehement objections raised by commentors attempting to gain competitive leverage

in the marketplace. A thousand pie charts could not have the same impact.

As would be expected, non-LEe commentors opposed further pricing

flexibility and other positive regulatory reform measures for price cap LECs.

Obviously, their agenda is not pro-competitive. Quite the contrary, they

understand that a competitive advantage can be gained by stalling legitimate LEC

regulatory freedoms for as long as possible. Comments opposing additional

regulatory flexibility represent a clear attempt to continue to hamstring U S WEST

and other local telephone companies through the perpetuation of existing regulatory

disparity. As demonstrated by the vehement opposition to the Federal

Communications Commission's ("Commission") Second NPRM proposals which

afford something closer to fair competition, continuing the current regulatory

Corporation ("Sprint"); Sprint Telecommunications Venture ("STV'); Telecommunications Resellers
Association; Teleport Communications Group Inc. ("Teleport"); The Information Technology and
Telecommunications Association; Time Warner Communications Holdings, Inc. ("Time Warner");
United States Telephone Association ("USTA"); and U S WEST Communications, Inc ("U S WEST").
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disparity obviously provides substantial economic and marketing benefits for LEC

competitors' current and planned entry into the local exchange marketplace.

ALTS had the chutzpah to claim that even inefficient competitive entry

actually provides a benefit to consumers.
3

While this position would be

questionable even where there was pure market-based pricing, it is certainly not

valid in the subsidy-rife world of regulated telecommunications. In the case oflocal

telecommunications, rate-paying customers in effect fund a competitor's inefficient

entry into subsidy-created, high-margin segments of the telecommunications

business through the implicit and explicit subsidies included in various telephone

rates. Whereas all of the dollars from these high-margin segments previously

flowed into subsidized portions of the phone business -- to keep rural and

residential prices below their embedded costs -- these dollars now also flow into the

pockets of providers who leverage the subsidy-created rate disparities. These

companies do not have universal service obligations nor are there any social

expectations that they will ensure end-to-end connectivity with advanced networks.

This rate-leveraging practice actually harms customers who end up not only

subsidizing the high-cost segments of the phone business, but also the earnings of

providers which are unfettered by social compact obligations.

Sprint correctly notes in its Comments that the current access charge rules

produce many detrimental consequences.
4

To summarize, Sprint states that

3
ALTS at iii, 10.

4
Sprint at 5.
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interexchange carriers ("IXC") must either pay the subsidy-enlarged rates to the

LECs or succumb to artificial incentives to engage in service or facilities bypass;

LECs are limited in their abilities to respond fairly and effectively to competitive

pressures; and competitive access providers ("CAP") receive incorrect signals about

the long-term economic feasibility of entering the access and local exchange

markets.
s

These access charge rules and other historical monopoly-based regulatory

policies have distorted the economic realities of the current local exchange

marketplace. In a letter to the Wall Street Journal titled "A Free Ticket to the Rich

Telecom Markets," Professor Alfred E. Kahn has concisely summarized this current

regulatory disparity and also responded to the inconsistent and disingenuous resale

pricing arguments raised by AT&T. "What AT&T is demanding is an equal shot at

the overpriced markets without having to bear any of the costs that justify that

overpricing.,,6 Attached hereto as Exhibit 1 is a copy of that letter.

U S WEST believes that increased competition with regulatory parity will

provide substantial benefits to customers through market-based interstate access

prices and greater efficiencies. Competition is already appearing in many areas and

will increase even more when the local service plans of AT&T and others are

implemented.
7

It is imperative, however, that the Commission act now to increase

6

Wall Street Journal, Letter to the Editor from Alfred E. Kahn, Professor Emeritus, Cornell
University, "A Free Ticket to Rich Telecom Markets" (Nov. 10, 1995).

7

See Statement of AT&T Chairman Robert E. Allen, as quoted by the Wall Street Journal, "AT&T
Vows Battle to Offer Local Service" (Oct. 27, 1995) ("We will fight for our right to give our customers

4



the pricing flexibility of the LECs through the proposals included in the Second

NPRM. A short transition period exists for the Commission to take the necessary

steps to build upon the productive regulatory model it created with the introduction

of price caps. U S WEST reiterates its support for measures which would:

• Eliminate the Part 69 waiver process for switched access
servIces.

• Provide alternative pricing plans, including volume and term
discounts for switched access.

• Provide additional pricing flexibilities, including metropolitan
statistical area ("MSA")-wide zones for switching, carrier
common line ("CCL"), and the residual interconnection charge.

• Not condition such pricing flexibility on a competitive showing.

• Revise baskets and reduce the number of service categories.

• Establish definite criteria and time frames for Commission
action and regulatory parity.

• Define an MSA as the relevant market area for the application
of streamlined regulation.

• Allow the use of contract carriage to respond to generally issued
Requests for Proposals ("RFP").

These proposals, along with additional access reform, will allow the

telecommunications marketplace to flourish with the parity necessary to foster

increased competition.

a choice for local service through every option open to us. . .. That includes reselling local services,
using alternative providers, and building our own telephone network facilities.").
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II. BASELINE MODIFICATIONS ARE REQUIRED NOW AND
DO NOT REQUIRE ADDITIONAL COMPETITIVE SHOWINGS

Many parties opposing immediate baseline modifications to the Commission's

price cap rules cite the lack of existing competition as the reason for their position.

U S WEST notes that 18 parties, representing current and future direct competition

to the incumbent LECs, filed comments in this proceeding. None of the parties

included is a small player in the telecommunications industry. The roster of filing

parties includes: 1) large IXCs or their associations (~ AT&T, MCI, Sprint,

CompTel, etc.); 2) large cable television operators or their associations (~ Time

Warner, Cox, Comcast, NCTA, etc.); and 3) well-established CAPs or their

associations (~, Teleport, MFS, ALTS, etc.). As time passes, however, it will be

impossible to distinguish the services offered by CAPs from those offered by IXCs or

competitive local exchange carriers. These entities are expected to spend billions of

dollars for entry into businesses that will provide an entire array of

telecommunications services in the next few years. Many of them have already

spent billions of dollars on wireless personal communications licenses and

associated technology. Under what other system could multi-billion dollar

companies marshal these types of resources for entry in a so-called new market

segment and still act as if they needed protection and nurturing from a regulatory

body? And where else could these same entities claim, with a straight face, that

competition was not yet relevant in the marketplace?

6



The position of AT&T and MCl asking the Commission to reject any further

pricing flexibility for US WEST and other LECs is akin to McDonald's asking a

regulatory body for protection from Kentucky Fried Chicken for entry into the fried

chicken market. Like McDonald's expanding its line of fast food products, AT&T

and MCl will benefit in the local and national markets from: 1) established brand

recognition; 2) established customer relations in complementary markets; 3) market

data that will allow them to target profitable customers and market segments; 4)

technical expertise in operating telecommunications networks; and 5) the potential

for one-stop shopping. As is obvious from this example and from the time frames

announced by AT&T and others for entry into local markets, the baseline

modifications proposed by the Commission in the Second NPRM are necessary now.

These modifications must be adopted to allow the LECs to remain competitive in

this rapidly developing marketplace.

It should be fairly obvious that the arguments raised by LEC competitors are

nothing more than an attempt to maintain their current regulatory advantage. As

long as the current rules are in place, they will be able to maintain pricing and

other market advantages. The current rules, however, do not provide for fair and

open competition. Until the rules are changed, these companies will continue to

leverage existing regulatory disparity to the detriment of customers and

competitors alike.

US WEST attached several exhibits to its Comments which demonstrate

significant competitive entry in its region, and other LECs provided examples from

7



their specific regions and states. USTA notes in its filing that local competition is

already allowed in 31 states.
s

CAPs are providing service in 41 states plus the

District of Columbia.
9

In those 41 states, CAPs operate in 552 distinct areas, well

beyond what would be considered the primary metropolitan areas; there are two or

more CAPs operating in 252 of these areas; and current expansion plans call for the

entry into 146 other localities and four additional states. Competition from wireless

carriers is expected in many metropolitan areas within the next one to three years, 10

and cable operators have ordered more than half-a-million cable modems to provide

data service in the near future.
11

Since it is obvious that competition already exists, no further demonstration

should be necessary or required for the Commission to adopt the baseline regulatory

modifications it proposes. The widespread presence of competition, as discussed

above, also makes it unnecessary to tie basic plan changes to some competitive

criteria in a given area. The administrative and marketing burdens such an

approach would impose on the LECs would far outweigh the potential advantages of

any additional baseline flexibility. The Commission should reject the claims that

8

USTA at Attachment 3.

9
Id. at Attachment 2.

10

See Information Access Company Newsletter Database, Phillips Business Information, Inc., Wire-
less Business and Finance, Late-1995 Signposts Point Way Toward Industry Trends of 1996 ("'Our
goal is to provide service in our own markets by the end of 1996,'" said Tom Mateer, Sprint Telecom
munications Venture, "the largest of the AlB-block major trading area (MTA) Licensees in terms of
potential market population. Other MTA Licensees, including AT&T Wireless Services and PCS
PrimeCo L.P., are working against similar timetables.").

\I

See Cable World, Modem Mania in Anaheim, Alan Breznick and Carl Weinschenk (Dec. 4, 1995).

8



the additional flexibility will result in predatory pricing and other anti-competitive

responses by the LECs. Similar predictions have been made previously and the

disasters portended have not materialized. Competitors will still have a full array

of remedies available to them for any anti-competitive behavior under various

federal and state antitrust laws, the Communications Act, and the Commission's

Rules. No parties have demonstrated that the proposed changes would give price

cap LECs any true leverage with regard to the markets as they exist today. Price

cap rules would still limit the ability to raise prices and any potential for cross-

subsidization.

III. A COMMISSION IMPOSED CHECKLIST FOR ADDITIONAL
REGULATORY FLEXIBILITY IS INAPPROPRIATE

The proposals for relaxed regulatory treatment in the Second NPRM

demonstrate the Commission's clear vision for the future of competitive

telecommunications. As shown previously, these proposals for the baseline plan are

appropriate without requiring LECs to meet any further competitive criteria.

Competitive entry has already been enhanced by the Commission's Orders in the

Expanded Interconnection and Local Transport Restructure dockets. Additional

competitive criteria would not provide benefit to the interstate access marketplace

and might be used by other parties to forestall beneficial competition.

None of the Commission's proposed baseline modifications changes the basic

requirements for new service introductions. Many of the changes proposed simply

modify the effective date of filings. All of the proposed modifications are in the

9



public interest as customers will get the benefit of market-based prices and the

rapid introduction of new and innovative services. Furthermore, reduced cycle

times and lower burdens for regulatory review make better use of both LEC and

Commission personnel. LECs get the benefit of regulatory flexibility and simplified

administration, and the Commission receives only the information it needs to

evaluate truly new services. Tariffs are still filed with sufficient notice periods, and

opportunities for comment and adjudication of complaints are still available.

Additional barriers required for the use of these improved regulatory

processes are contrary to the whole notion of this proceeding -- easing restrictions

while promoting innovation, efficiency, and increased competition. The Commission

should choose to offer such flexibility without imposing additional regulatory

burdens.

Meeting the requirements of a checklist also raises the potential for

competitors to bog down the process and keep an incumbent from effectively

responding to competition. An onerous level of detail and subjective competitive

measurements create the potential for endless debate in perpetual dockets.

IV. A MARKET SHARE SHOWING IS EVEN MORE INAPPROPRIATE

A market share showing as suggested by several commentors, including

AT&T and Time Warner, is even more inappropriate for the interstate access

marketplace than is a competitive checklist.
12

Many parties point to the situation

12
AT&T at 16-17; Time Warner at 7.
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which occurred with AT&T and its competitors in the interexchange marketplace as

an example of why a market-share test is appropriate for the LECs. As the

Commission surely understands, the market dynamics of interstate access and

interstate long distance are vastly different.

While AT&T did indeed lose significant market share to MCI and others,

AT&T's market is not comparable to that of the price cap LECs. In the case of

AT&T, LEC access charge reductions were required to be passed on to consumers

through forced reductions in AT&T's rates which stimulated additional long

distance minutes of use ("MOD"). The increase in average MOD, coupled with

lower costs, offsets the loss in market share. AT&T's revenue continued to rise in

spite of the loss in market share. In fact, the reduction in access costs fueled the

entry of multiple interstate long distance competitors, creating a more robust

interstate long distance market. As can be seen from the following chart, all parties

benefited:

Access Costs

Interstate Long Distance Market

IXC Costs Interstate Rates Interstate MODs

LECs do not have a similar opportunity for recouping lost market-share

revenues. LECs' costs are embedded with no mechanism for reducing costs such as

AT&T had from reduced access charges. Loss of market share for price cap LECs

will equate to a direct loss of revenue with no comparable reduction in costs to offset

11



that loss. Nor do LECs have the ability to directly stimulate the interstate long

distance market. The loss in LEC revenue without a concurrent reduction in costs

will result in a drastic reduction in rate of return ("ROR"). A low ROR will impede

the raising of capital necessary for LECs' future network investments. These

network investments are required to support universal service obligations and to

remain competitive. The following chart shows the situation faced by the LECs:

LEC Market Share

Local Exchange Market

LEC Rate-of-Return IXC Costs IXC Margin

As is obvious, the impact on the LECs is negative and the impact on the IXCs is

positive. The impact on consumers is not so clear since IXCs are not required to

pass reductions in access charges on to consumers. Consumers are not likely to see

immediate price changes. Another significant impact will be on the funds which

flow to universal service.

To put these impacts into perspective, if U S WEST had to experience a 30%

erosion in market share before it was granted pricing flexibility, it would experience

approximately a $700 million loss in interstate revenues. For both intrastate and

interstate combined, the revenue loss would be approximately $3 billion, most of

which flows today to support universal service. This potential impact is obviously

huge. As a carrier of last resort, U S WEST has significant universal service

12



responsibilities beyond that of its competitors or AT&T. A large revenue loss would

severely impact future abilities to maintain this important public policy objective.

A significant revenue loss also would sharply reduce the LECs' ROR and,

more importantly, the ability to generate cash or attract new capital from investors

to maintain a state-of-the-art national telecommunications network -- a stated goal

of the Commission. This serious financial impact is mainly a result of the inability

ofU S WEST or any LEC to directly drive increased MOU, resulting in higher

revenues. Unlike the IXCs, the LECs do not have a large singular variable expense

item, like access expense, to quickly reduce their costs. LECs' business growth is

more closely tied to housing growth. On the other hand, a market-share loss test

for incumbent LECs has the effect of guaranteeing a competitor's revenues and cash

flow. Neither result is fair nor appropriate in a truly competitive marketplace.

V. THE RELEVANT PRODUCT MARKET FOR COMPETITION IS SERVICE
CATEGORY AND THE RELEVANT GEOGRAPHIC MARKET IS THE MSA

As noted in its Comments, U S WEST supports the definition of relevant

product market by Service Category within a Basket as proposed by the

Commission. 13 The Service Categories were developed initially based on their

fundamental relationships and consideration of cross-elasticity. It is important for

the Commission to recognize, however, that the competition will not simply target

one specific Service Category or market area. Competitive showings, therefore, may

13
U S WEST Comments at 34.
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be for more than one Service Category at a time, depending on the nature of the

competition. AT&T has proposed the use of bundles of related services for relevant

product markets. This structure is overly complex and unrealistic in the context of

the price cap plan. U S WEST's proposal to use the Service Category recognizes

that competition will generally not limit its offerings to one specific type of service

offering in a given locality and is supported by other commentors.
14

As for relevant geographic market, the Commission should select MSAs as

the logical choice for identifying competitive market areas. The use of MSAs -- as

opposed to wire centers, groups of wire centers, or zones -- will benefit customers by

providing a definition that they better understand. The use of MSAs will also allow

the Commission and the LECs to make cross-industry comparisons.

AT&T has suggested that the Commission examine each access component

separately to define its relevant geographic market. 15 U S WEST submits that this

would make the administration of the price cap plan and tariff filings extremely

complex and confusing to customers. It would also create a huge lag that would

effectively preclude U S WEST and other LECs from obtaining timely regulatory

relief. A single geographic market should be selected for all services, and it should

be representative of how competitors will choose to enter the market. An MSA best

represents the relevant area for the offering of competitive services.

14
Mel at 31; Time Warner at 45.

15
AT&T at 13.

14



AT&T has suggested that streamlined prices be averaged if broader

geographic markets are selected by the Commission.
16

Averaging would not be

appropriate since the purpose of streamlined regulation is to recognize competition

and move to market-based pricing. Averaging would also perpetuate inappropriate

price umbrellas and subsidies. The price cap rules will sufficiently safeguard the

non-competitive areas, and market forces will do the same for competitive areas.

VI. IT IS NOT PREMATURE FOR THE COMMISSION TO CONSIDER
CONDITIONS FOR ADOPTING STREAMLINED REGULATION AND
NON-DOMINANT TREATMENT

Many parties opposed to granting the LECs additional pricing flexibility also

oppose the Commission's proposal to establish procedures for LEC-streamlined

regulation and non-dominant treatment.
17

These parties state that the time is not

right for consideration of these measures as the incumbent LECs have not faced

significant competition in their relevant markets. 18 They propose that the

Commission simply put this notion on the back burner until sometime in the future.

Again, it is not difficult to surmise the motivation of the competitive local exchange

providers to delay consideration of such criteria. It would obviously reward them to

push out the development of streamlined procedures at a time when the LECs are

already facing significant competition. At some future time, they would throw up

16
ld. at 15.

17

See,~, AT&T at 5; Time Warner at 61; Sprint at 25; STV at 10-11; MCl at 33; CompTel at 39.

18
ld.
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additional roadblocks and possibly raise other arguments as to why the timing was

equally inappropriate. The Commission should again reject these shallow attempts

to impede the natural progression of improved price cap regulation.

The true extent of future competition cannot accurately be projected. As is

obvious from the players and the amounts of money projected to be spent, the

Commission is correct to assume that competition will soon explode. Commissioner

Barrett has surmised that competition will react to market forces and will develop

at a different pace in different areas.
19

U S WEST believes that this is correct and

that any attempt to time the development of competition will likely fail. It is

therefore imperative that procedures be developed now to adequately respond to

competition as it arises. The framework for moving toward market-based pricing

rather than regulatory control needs to be developed and put in place by the

Commission in this proceeding.

The Commission faces no risks in establishing the framework and procedures

for streamlined regulation and non-dominant treatment today. In fact, by

proceeding to put these criteria in place now, it eliminates the possibility of further

delays by parties who would prefer to keep the status quo. For them, the protection

offered by the existing rules and regulatory disparity provides additional time for

rate leveraging and profit maximization. Regulatory disparity currently provides

them with guaranteed markets for as long as they can put off access reform

modifications.

19

Second NPRM, attached comments of Commissioner Barrett.
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As an independent commentor, GSA generally supports the Commission's

proposals.
20

GSA recognizes that most of the proposals are currently justified

without regard to other competitive criteria. 21 It notes that the additional flexibility

has the dual advantage of allowing carriers to set prices closer to cost and providing

ratepayers with greater options.
22

The GSA is also correct in acknowledging that

the proposals reveal no instance where there is danger of the LECs abusing pricing

power.
23

Finally, GSA notes that the rules for new services and Alternative Pricing

Plans do not influence rate increases as they are initially kept out of the price cap

baskets.
24

These independent observations should assist the Commission in

reaching an objective decision in this proceeding.

Based on these facts, it should be obvious that the time is right for the

Commission to consider and implement the proposed criteria for streamlined

regulation and non-dominant status. U S WEST supports the addressability

standard proposed in its Comments and the comments of several of the other

LECs.
25

These standards provide a simple and measurable criteria for the

determination of appropriate regulatory relaxations. In addition, weight should be

20
GSA at i.

21
Id. at 4.

22
Id. at 5.

23
Id.

24
Id.

25

U S WEST Comments at 38.
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given to the presence of multiple competitors or the demonstrated intentions

(affirmative marketing, construction of facilities, etc.) of additional competitive

entry.

It is important to recognize that competitive relief is appropriate prior to the

full deployment of a competitor's facilities in a given market. Should the

Commission wait too long to provide relaxed regulation for the incumbent,

significant competitive harm may occur in the marketplace or inefficient

deployment of competitive facilities may take place. Early recognition of

competition is important to establish a fair and efficient marketplace.

VII. ACCESS REFORM MEASURES ARE ALSO ESSENTIAL

Additionally, the Commission needs to implement access reform. The

implicit subsidies inherent in the current system (~ those found in CCL charges)

provide the impetus for inefficient entry and competitive imbalance. It is

imperative that access reform be accomplished along with the measures proposed

by U S WEST in its Comments.
26

The Commission must allow increased pricing

flexibility and undertake comprehensive access reform for the benefit of future

competition and telephone consumers.

While additional access reform is important, the Commission should reject

suggestions that it consolidate all access reform proceedings in the interest of

completeness and efficiency. The only efficiency desired by the parties suggesting

26
Id. at 4.
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Commission can accomplish both matters on a timely basis in separate proceedings

without the need for consolidation.

VIII. CONCLUSION

The variety and number of parties commenting in this proceeding

demonstrate that competition in the local exchange marketplace has arrived and is

ifowing rapidly. In these Reply Comments, U S WEST again demonstrates the

immediate importance of pricing flexibility and access reform proposals raised by

the Commission in its Second NPBM. The Commission should move quickly to

implement the reforms proposed and also provide the additional regulatory relief

requested by U S WEST in this proceeding.

Respectfully submitted,

U S WEST COMMUNICATIONS, INC.

By: ~L.~1J ......·{:~-----
Suite 700
1020 19th Street, N.W.
Washington, DC 20036
(303) 672-2765

Its Attorney

Of Counsel,
Dan L. Poole

January 11, 1996
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Letters to the Editor

1996,01-11

"AFree Ticket to Rich Telecom Markets..

" Your nrwll accounts of Oct. Z4 and 27
tl.v~ '"" far been doin, " much more thor
po~h job of rtr'J'flu,nUng th~ complaints 01
~"&r.T and I nurobf!r of Imllller companies
tlvuhavc been trying 10 break Into the lo
cal telephone busineSS than the posltlon 01
U,e incumbent kICal exchanp companle5
Uhc.LECs)-the Baby Dells and otheh
:ovJtlI Which lhey Irf trying to ('.omp"le.
Sintr t have In recent yean reprfSfnted
the latter companies in 50mp. of the JlUrp
~ion over these iSlue" J am In I position to
dC!icrlbc 5Qrne of the counter-con5idere·
tion~ yuur .torle¥ ne~leet. I 'hall dO 110 as
objectivr.Jy Il!i I r.an.

I ,have nn Jlpt to Shed on the merits of
the many G'rle~ancc5 by tM would-be ri·
vals dcscrlbl"d In the arlicle5 10 tile e(fpct
th:!t ,"the I~,l monopolies lie up newtom
ct~ In loed tope lind ule lnfcrior r.:onnec
t1tlrt" to J'etain their ITlp. r Bul 'PlU'lj,inr
th~ tomplilinti!' that thc LEC~ llreTrying tll
eharrc their challengers ratf!1i for UM of All
or part of their IUClll netwurkslO hlrh ar. tu
make it ImJlOsslble lor them to compete (01
to "resell" thOSt~ basic 5Crvlc~s e.cept nt II
loss) e"n. ror \Indent""ding of~c fun·
uamentR) fartl'lllbout thp f!conomlcs (If the
bU$incSi Ilful Illl' regulatory polit;ie~ tn
which It hRIl bl'l"n .lIbjf!ct. on which the 8,.,.
tides II'" sllem.
, 1'h~ most important fart It Ull" histori·
cal I'Pgulatory polley of ,entnr rates for
lonJ:'(Jilltanct 'emCt and or lillie ex
Change scrvit:e tv bu.inesiel in concen
traled metropolltRnllrc<ls-whert thr in'
divldulil access line, are very short ond
the costs correspondln~y low-fer Rbove
toll in onler to hold below COSI the tll't',~
fOI basic relilaenUIlI service. The practice
vI regulatori-WtivenBlIy, so rar 8S I
know- has been to ftqulrt the teltphone
CUIlIPliniCS to pritt the laller Jervicc
"residually," whIch means that the LEes
have hnen under inslructlons to maxlmlt.e
thf> tllntrlbutlons abOve cost from thf ror
mer Iwo Ilervlcts In tlrder to leaVe the
smalle.t poIslble amount of total coel wbe
recoverfd in thc b85le te.ic\entlll chlrge$.
As ~ membProf AT«eT', fir.t!conomlc Ad
visory COlinell. between 1968 and 1914. l
well rcmemllP.r Ihitt company's ptrfeclly
vllljd IIrg'umeJlb in 'llvor of Ita rtllllnlne 8
monopoly 01 all tel@ph(lnc service In order
t~ enRble It to eonUnue thal cmlll·subsj
dlUholl; In those protestlltions It had Ute
fervent 5Uppurt of practically alllhe state
n:JUlatory commIssions. Which hlvt
wanled "hove all el.e to keep down tho!le
Teslde.nlilll rlltcs.

Arter ATiT Till broken up-with thc
liparanon of tJIt ,uMldy-pneraUI1l lonr'
d)_tance bull., from Ute lublldy-rcquir
1IW ~llnl.tnelS-lh' wnUnued now or
Jubsidy was llIUred In two wayli. Firet.
the P'CC permUted the local telcptMte
companics-the Bib)' Iells lind the oth
er5-lo charrc to lonr-dtstanct eompanirs
prices far abov" cost for mtereOl'lOeCUOn;
th.ll" ror enablinJ them to reach Ind be
reached by placers and receIvers of tull
CIUI_ And, "condo thc court was per
.ualted, lareely by the state reruJatory
commlliionl, to relain for the Baby Bells
I' monopoly tlf the lonr-diJtance buttnen
wIthin new, IrbiU'utJy defined intrastate
re~on& nhe so-called "local acee~~ and
transpeJrt .rea'" or LATAs) , In which tht)'
have in consequence been able. wllbthe
support and approval of stat, reru!.lOr5,
to matil'ue to eharn prlc.1l oulragt'Oulily
above CCKt, In order to .nlbl, th,m I~ 1'f.
cover their total costs whlle continuing 10
IUpprtlS the politically "nlilive bnlc re~·

JdenUaJ rates,
'AlthoUlh there II lOme arpmcnt today
,beI\lt the extent to wh1ch thole last ,atell
remain below COlt. Ute market tweH llro
vtdes the mOlt eoneluttve evtdencc a~ul
whletl rate. have been InC! remain faT
llbotK:; Whell competition cltm~ III lhe III'
dustry. ncame first tnto the long·dlstance
business UnterLATA••fler the AT&.r
breakup), then to provldlnc direct aeee..
ltnks betWftn the lonr-dlltanee carriers
and bUltnetleJ tn eenter clUel for origi
fUlling and f.olOllll:'lIn, fAlhi. in order 10 by'
PiSS the reruJatorlly prearrlbed ove...
oharres by the LIes lor those Intercon·
nections-every major melropolltllll IIrelt

In the country now has one of thete com·
rt.Utlve luelS providert-thellIII lhe pro
vi.ion of baste exchan,e sl!nrlr...s ttl h\l~I·
nesscs In those cenler dUel Ind. now that
the Itates hive btlUn to lei down the bar
riers. intra-UTA toll,

.the core of the loeal monopoly (except
ror the tomJ'ftltlon of cellular) remaini
the ubiqullOUR ru!twurk of wir" outside of
tbe cilies rUII"I", from thc tclcphonr com'
pany Ilwttehts to every lubscrlber in the
cOW'!try: smln wonder that remains a mo
no]lOl)', consldf!rln~ Ihe prices Ihe pholle
companieli are ro~d tu charre for thE.'
service tt makeli JlQllllble. Unless and un·
til tt proves ecollomir fOf the cablr com·
panles. which a10lle )111 ve II network of B\.
lII"t cumparable ubiquitousness, or radio
band carrlerli 10. proylde an altel'natlve
l'Ource or dlaltone. there inevllably will ht'
111111nR r.:ontroversy ovcr the rolCi 91
wllieh thf. LEes leale thoar. wIre!: to carri·
err. IIk~ AT'T. permtulnr thnm Itl h r C5C))"
thost 10Cll1 lincs Inlo hom.. Ind bUli·
n,,"s tn order to bc in a poslUon 10 pro'
vide B completr packllge of locllind long,
dilltance IfrvtCfS.

AT&T'. complaint thlt. lor e1i.mplr. the
wholenle rate Ihlt the SOUthem l'lfw hE'
land Telephone COMplihy (SNKT) pro
poses to Chat1t It for U\OIf customer \ines.
whllc markedly below the rttail price for II
buslne•• Unt. II far abOVe the CW'rtnt rp
taU Tlte-UJat is. the billit. tc:lcptlOlJe
etllrrt-for I mld,nt"l c'u"om'r. ·How.
ATilT eornplalns, can 11 be cxpcClcd to
rompelf. tn the latter market?

1M lhf ram it riles should have bt'Cl'l
the tip-off: H<IW can 8 uniform wholesall'
chlllle for tttP. JIm' at on. and the lamr
time ht' mmlortably below lhe bilk
monthly ch_rlt ror HMrr to business
customen Ind above the chlree to reil·
dentlal cU5tomcrs? The obviuus relson is
that tlK' laller Tltt is below cost and thf
former abOve tofl. So AT&T's deceptively
r.,50nab). complaint. KW11Y shouldn't thl:
Baby aells be fortcd to aeRse thetr CU~'

tonter klopJ to U5 II plices low enou:h 10
that we wm be able to compete With them
in li~lnc up residential subscribers?"
comes down to 8 demand ror the .ame sub·
sidies 8S those companies are forced by
recu1fttors to offer their residential cui·
tomm: subsidies that they hive bftp able
to o,,~ unly by chlrr1n~ rate. fir above
tOft. with th. approval of those sime reg
ulators, lor toll serne.. and for connr.r.llng
lon,-dl'tence clrrler. Uke ATAT with
tlM!\r nNwork~,

Obviously, AT&r 15 not interested In
providinc bllie reriidenlial dial tone for Its
own alake: and the economic ·feaslbUity of
Itl doing 10 does not depend on tts ,bUlty
to do fCl It 11 prom. Iny more than It docs
for the local telephone companies them
felnl. For both of (hest parUel. flgntng
UJl resldelttia I subscribers. It I Ips$, I~ Jr.II
sIble and altractlve tlnly because th,l
rives Ihem t1K' 1)1"1 ShOt at obtalnln, the j
bU51ne5li thtlt I~ pric~ hlr abclve cosl. So I
whllt AT&T It derMlldinr is an equallhot
lltth(~ ovurpricfd markets without havtnJ:
tu belr Imy of the costs thnt justify thllt
oy('rpriclng.

Confid.r whal Would happen. thtn. If
the lJaby Bells were forced 1o Ilteede to
ATI:'!"5 demand and ch:lrar. it wMlesttle
rates for 11105(: IOCIlI I~ $\Iffidcntly be
I(lw C:051 10 p~mli1 II 10 ""Itch th' LEes'
own J)on·comvcn~Btory rltlel' 'or b.lic ftS
idcnlial s('rvice, AT&1' wuuld then be ablc
to undercut the aMlflela)))' innlted prices
thai the Baby Bp.lI~' PTC forced to charre U
the.y are le hllve II fair abC\1 8t recovtrinJ:
their tot"l CUJtli. without haVlnr to bear the
burdens thlll JUf:IUy Uu.1 \lyerpricartl. And !
It Would be able to take UVfr whiSt would
undoubtedly hI.' l Ilrge snare oJ revenue,
from the ovtr'llriced "",,'tn that. under
thp. l)JC$-old prlchee followed by ATleT )to
self before the brelkup. made It JIOIsible tel
hold bl\Slr N!tldvntlal rates bel(lw econom-
btallu ."i,..,......,t , ..."...1..
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The Rnlution 15 or COU1'P 'tIT' rerulltoT:i
to eel lite blUilt residential pervict rates
t¢hl and t~kt clr~ of pOOr peoplp, with dl·
recllIlIbJldles. JustIS we do with food and
medical cere. Ttlen wt cln lelve It tt) fair
"Id unbiased compttlUon tl;'l take care of
III the ml. Un«l Utlt happen•. what
AT'T and the olh~l1i art aemandinc Is a
free ticket of Idml"wJI 101('1 the rich maJ"
kets wUh the IOCII companies PI)'Jnr Il)r
thr t1rltrt. A~ theold 50nr fllllit. lhat's nice
work 1f you ean ret it.

. ALFREJl R. KAHN
Profe55OT ~mt.rll\)f,

CDmeJl UniverJlly
Fanner Ch.lnJliIll

New York Public ServiceComml'ilon
I1hatll. N.Y.
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